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Capital in the City

The European Observatory on Health Systems and Policies has published two sister volumes on the issues of capital investment in
hospitals in Europe (see box). This article highlights two key aspects of the study — the encroachment of market principles into what is
still largely a public sector-dominated activity and the financing models being increasingly used.

There is an inherent paradox in reviewing hospital projects. Given the timescales for hospital development, if a facility has been running long
enough for it to have settled down and be generating evidence about its performance, it must have been conceived more than a decade before,
and cannot represent state-of-the-art any longer. If, on the other hand, it embodies latest thinking, then it cannot yet have been tested in the real
world. While there is no absolute way round the oxymoron of a proven modern hospital, carefully dipping into the stream of evidence provides
suggestions about the direction of travel.

The Impact of the Global Economic Crisis

At present, the world (the West in particular) is suffering from the worst economic recession since the Great Depression of the 1930s. Adding to
the problem is the fact that the recession overlaps with an incipient ageing crisis. This is both a healthcare and a pensions problem.
Governments are certain to spend at least the next decade struggling to pay down high levels of debt while simultaneously increasing
expenditure as baby boomers retire. This might expose health system spending to cutbacks. Broadly speaking, Western governments will have
to shift overall spending by about five percent of GDP to reverse existing fiscal deficits, five percent to pay down legacy debt and five percent to
rebalance spending towards the ageing. 15 percent of GDP is a massive switch of spending priorities. In this light, one obvious, and favoured,
response by governments will be to cut capital investment, including that in the health sector. However, this would be a mistake, as ageing
capital assets are unlikely to provide the best environment for innovative healthcare. The current economic circumstances, then, make wise
investment choices in healthcare even more important, and more difficult, than before.

Marketisation

Market competition involves multiple developments in hospital care. It may be brought about by a government policy that is explicitly directed at
creating competitive relationships. Pro-competition reforms are intended to increase the efficiency and innovativeness of hospital care, to improve
its quality and make it more patient-oriented. Examples of these reforms are the introduction of competitive bidding models or the elimination of
barriers to entry into the hospital market by new providers. Developing hospital information systems to support performance measurement, with
the goal of improving the quality and efficiency of hospital care, fits perfectly within a market reform, because information is also a precondition
for informed choice and more effective management and competition by providers. Furthermore, it would be wrong to view market competition
only as the result of central government reforms. The picture is more complicated. '‘Bottom-up' initiatives by private providers or local
governments to provide services in new settings, such as those using remote patient monitoring technologies, or moves to privatise public
hospitals, may also elicit competition.

Wide Range of Changes in Hospital Care

However, there have been various changes in hospital care: In the public-private mix; the role of new entrants; the reform of arrangements for
funding; the introduction of new models of capital investment; and the development of information systems measuring hospital performance.

The public-private mix of healthcare delivery is diverse: France has substantial provision of elective care by private clinics; Germany has many
not-for-profit hospitals and an increasing number of for-profit hospitals; in many countries with national health services, the share of private
groups of any kind remains relatively low. But policy-makers in some countries are seeking to convert hospitals into private agencies through
privatisation, and correspondingly to introduce competitive mechanisms into public sector provision. It is not clear whether the underlying belief
that private for-profit hospitals are more efficient is correct; most economic research in the US market indicates this is not so. Indeed, several
recent studies of the German hospital sector seem to corroborate that, even when corrected for quality, public hospitals are more cost-effective
than the private sector.

Most hospitals in Europe are general hospitals offering a wide range of acute and elective care services. A recent development has been the rise
of new providers that are mostly private single-specialty organisations delivering routine hospital care, in an ambulatory or stand-alone setting,
such as the 'independent treatment centres' in the United Kingdom. This may be coinciding with splitting hospitals, even tertiary facilities, into
multiple single-purpose 'factories'.

Hospital funding, mostly recurrent, is also changing. There is a strong trend away from global budgets towards case mix-based funding. While
not a market reform in itself, it is a pre-condition for market competition. Diagnostic-Related Groups (DRGs) and the like do, however, have
certain problems. The systems tend to be complex and have unintended consequences. Health insurers are not yet able to function as a
countervailing power in price negotiations with dominant hospital providers. There is a lack of transparency and comparable data, even for
yardstick competition. And finally, it is not clear that, as prices, DRGs are either appropriate in every-day resource management use (given the
growing importance of chronic disorders for which episode-based measures are of limited relevance) or, in particular, give the right signals with
respect to new capital investment. Hospital performance information is not only an instrument to inform stakeholders but also a tool to improve
the efficiency and quality of hospital care. Initiatives invariably cover quantity, cost and productivity measures. It is also worth noting the
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increasing use of quality indices, such as the Patient-Reported Outcome Measurement — the patient's perception of the degree to which they felt
better after treatment — now being rolled out in the English NHS.

Financing Models

Within the health systems of Europe, where financing and provision are dominated by the public sector, most of the financial resources are
ultimately supplied by the state. Traditionally, with respect to capital investment in new or upgraded facilities, this was by means of something
called public sector 'equity’ — which bears, however, little resemblance to its private sector equivalent in that the value of the estate often did not
need to be accounted for nor a financial return delivered to the shareholders. Public sector debt in principle introduces more discipline, though
often where there is a socalled soft budget constraint, there are no sanctions for overspending.

EU Structural Funds

A new source of capital funding, which is particularly applicable to the new member states of the European Union, consists of 'Structural Funds',
grants used largely for regional development. The majority of this funding is applied to transport, energy and environmental infrastructure, but in
the current 2007-13 programming period it is thought that up to five percent of the total 347 billion euro may be used in the health sector.
Projects and programmes go through an elaborate approvals procedure, from the EU through national down to local level. As a result of
eligibility criteria, most funds will be focused on relatively poor areas, where they could well account for a substantial proportion of healthcare
capital expenditure in coming years. The impact of this spending, and the degree to which its availability biases the choice of projects, are as yet
unknown (see www.euregio3.eu).

Public-Private Partnership (PPP)

An encroaching concept for capital spending is the Public-Private Partnership (PPP) instrument. Concessions of one kind or another have been
used for many years, and have included the health sector. However, the modern use of PPPs has expanded greatly with the UK's Private
Finance Initiative (PFI). In a PFI hospital project, the hospital trust lets a contract for construction or redevelopment of accommodation on a site
(sometimes including medical equipment), with the facilities leased from the private sector for up to 35 years.

The contractor designs the hospital according — in principle — to an output (not input) specification set by the public sector, raises the finance,
arranges for construction, and carries out the 'hard facilities maintenance' (and sometimes other maintenance) during the contract life. The
facilities are returned to the hospital trust at the end of the term. In return, the contractor is paid a monthly unitary charge, offset by penalties for
any unavailability of space or reduced standard. Variants of this model are used in France, Spain and Portugal.

The accommodation-only PFI model is complemented by others. One example has a clinical services company, paid mainly by volume of
activity, operating alongside the infrastructure company (this scheme is used for some hospitals in Portugal). Some of the hospital privatisations
in Germany amount to a concession, where a private company takes over a failing public hospital and operates it as a licensed facility within the
region's public hospital plan (i.e. there is no cream-skimming of patients, but otherwise operational freedom exists). Similarly, there are
arrangements in Spain where a company operates a full hospital concession but in addition runs the community care facilities in an area, and is
reimbursed not by performance fees for the sites but rather through a capitation payment (that is, a fee per member of the regional population).
This is effectively a version of the Health Maintenance Organisation framework used in the United States.

All of these PPP models attempt to incentivise the performance of the private sector contractor by the bundling of responsibility for the capital
costs together with the recurrent costs — certainly at the level of the building (PFI), but sometimes additionally with other more general recurrent
costs including hospital medical services or community services. There are pros and cons of each model, with the prime difficulty arising from the
tendency for the private partner to capture the tangible (cost reduction) benefits of the contract while leaving the public sector hospital authorities
struggling to ensure quality or to adapt the facilities to changes in medical provision over the very long durations in the contract.
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